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A.REGISTRANT IDENTIFICATION

NAME OF BROKER - DEALER: Incapital LLC OFFICIAL USE ONLY
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM ID. NO.
One North LaSaslle Street, Suite 3500
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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Phillip E. Johnson 312-379-3700
{Area Code - Telephone No.)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Deloitte & Touche LLP
(Name - if individual, state last, first, middle name)
111 S. Wacker Drive Chicago Illinois 60606
(Address) (City) (State) (Zip Codz)
CHECK ONE:

B0  Cenified Public Accountant PROCESSED

] Public Accountant
a Accountant not resident in United States or any of its possessions. MAR 142007
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* Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public
accountant must be supported by a statement of facts and circumstances relied on as the basis for the exemption.
See section 240.17a-5(e)(2).

SEC 1410 (06-02) %\,\9

7



OATH OR AFFIRMATION

1, Thomas Ricketts, affirm (or swear) that, to the best of my knowledge and belief, the
accompanying financial statements and supplemental schedules pertaining to Incapital LLC for
the year ended December 31, 2006, are true and correct. I further affirm (or swear) that neither
the Company nor any officer or director has any propriety interest in any account classified
solely as that of a customer.

Signature

President & CEO
Title

\

Notary Public

L.

e (1 @/4

"OFFICIAL SEAL"
Lorraine A, Swiatly
Notary Public, State of [tfinois
My C?mmissicn Exp. 04/1772608
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° INDEPENDENT AUDITORS' REPORT

To the Executive Board and
Member of Incapital LLC:

We have audited the accompanying statement of financial condition of Incapital LL.C (the “Company’’) as

® of December 31, 2006, that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of
1934. This financial statement is the responsibility of the Company’s management. OQur responsibility is
to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about

] whether the financial statement is free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statement,
assessing the accounting principles used and significant estimates made by management, as well as

9o evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the financial
position of the Company as of December 31, 2006, in conformity with accounting principles generally
accepted in the United States of America.

@
Detitte €, Tascke Up
February 21, 2007
o
®
®
. Member of

Deloitte Touche Tohmatsu




INCAPITAL LLC

STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

ASSETS
CASH

SECURITIES OWNED—At fair value

SECURITIES OWNED UNDER AGREEMENT TO RESELL

RECEIVABLE FROM CLEARING BROKER

OTHER ASSETS

TOTAL

LIABILITIES AND MEMBER'S EQUITY

LIABILITIES:
Payable to a related party
Payable to Parent
Payable to breker-dealer
Securities sold, not yet purchased—at fair value

Securities sold under agreement to repurchase
Other liabilities

Total liabilities

MEMBER’S EQUITY

TOTAL

See notes to statement of financial condition.

£ 622877
87,757,549
1,050,000
937,762

565,466

$90,933,654

$ 1,123,142

260,677

26,329,102

723,363

55,505,644
1

351,566

85,293,494
5,640,160

$90,033.654




INCAPITAL LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

1. ORGANIZATION AND NATURE OF BUSINESS

Incapital LLC (the “Company), an Illinois limited liability company, is a broker-dealer registered with
the Securities and Exchange Commission (“SEC™) and is a member of the National Association of
Securities Dealers, Inc. The Company is an introducing broker-dealer that engages in the underwriting
of debt securities. The Company makes a market in securities which it has underwritten.

The Company is a wholly owned subsidiary of Incapital Holdings LLC (the “Parent”).
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates—The preparation of the statement of financial condition requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Securities Owned and Securities Sold, Not Yet Purchased—Securities owned and securities sold, not
yet purchased consist of securities underwritten by the Company or purchased in the secondary market.
They are reported in the Statement of Financial Condition at fair value based on quoted market prices or
amounts that approximate fair values because of their short-term nature.

Derivative Financial Instruments—Derivative financial instruments (**Derivatives”) used for trading
purposes, including economic hedges of trading instruments, are carried at market value or, if market
prices are not readily available, fair value. Market values for exchange-traded derivatives, principally
futures, and certain options are based on quoted market prices.

Resale and Repurchase Agreement—Transactions involving purchases of securities under agreements
to resell (reverse repurchase agreements or reverse repos) or sales of securities under agreements to
repurchase (repurchase agreements or repos) are accounted for as collateralized financings except where
the Company does not have an agreement to sell (or purchase) the same or substantially the same
securities before maturity at a fixed or determinable price. It is the policy of the Company to obtain
possession of collateral with a market value equal to or in excess of the principal amount loaned under
resale agreements. Collateral is valued daily, and the Company may require counterparties to deposit
additional collateral or return collateral pledged when appropriate.

Property—Property consists of purchased software which is being amortized on a straight-line basis
over three years.

Securities Transactions—Securities transactions are recorded on a trade-date basis.
Income Taxes—The Company is treated as a partnership for U.S. tax purposes. A partnership is not

liable for income taxes as each partner recognizes his or her proportionate share of the partnership
income in his or her tax return.




6.

Share-Based Payments—The Company participates in the Parent’s share-based employee compensation
plans. Effective January 1, 2006, the Parent and the Company adopted Statement of Financial
Accounting Standards (“SFAS”) No. 123(R), Share-Based Payment, using the prospective application
method to account for its share-based compensation plans.

NEW ACCOUNTING PRONOUNCEMENTS

In September 2006, the Financial Accounting Standards Board (“FASB™) issued SFAS No. 157, Fair
Value Measurements. SFAS No. 157 defines fair value, establishes a framework for measuring fair value
in accounting principles generally accepted in the United States of America, and expands disclosures
about fair value measurements. This statement is effective beginning January 1, 2008. The Company is
currently evaluating the impact of SFAS No. 157 on its Statement of Financial Condition.

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 109 (“FIN 48™). FIN 48 provides guidance on the
measurement, recognition, classification and disclosure of tax positions, along with accounting for the
related interest and penalties. The provisions of FIN 48 are effective for fiscal years beginning after
December 15, 2006. The Company is currently evaluating the impact of adopting FIN 48 on its
Statement of Financial Condition. At this time, the impact on the Company’s Statement of Financial
Condition has not been determined.

SECURITIES OWNED AND SECURITIES SOLD, NOT YET PURCHASED

Securities owned and securities sold, not yet purchased are as follows:

Sold, Not
Owned Yet Purchased
Corporate debt securities $10,232,555 $605,297
Agency securities 70,079,958 -
Equities 125,097 115,070
Exempt securities 7,319,939 2,996
Total $87,757,549 $723,363
MANAGEMENT FEES

The Company has entered into a management agreement (the “Agreement”) with the Parent, whereby
the Parent provides the Company with administrative services and office facilities in exchange fora
management fee determined in accordance with the terms of the Agreement. Management fees of
$260,677 were unpaid at December 31, 2006, and are included in “Payable to Parent” on the Statement
of Financial Condition.

OFF-BALANCE-SHEET RISK

As an introducing broker that may have customers, the Company has agreed to indemnify its clearing
broker for losses that the clearing broker may sustain from the customer cash accounts introduced by the
Company. Customer transactions generally settle three business days after the trade date. If a customer
does not complete the purchase or sale transaction, subsequent market fluctuation may require the
Company to sell or purchase securities at prices that may differ from the original trade price. The
Company is unable to determine the maximum exposure related to this indemnification.




In addition, the Company enters into various transactions involving derivatives and other off balance
sheet financial instruments. These financial instruments include futures and options on future contracts.
These derivative financial instruments are used to manage market risks. Market risk is substantially
dependent upon the value of the underlying financial instruments and is affected by market forces such
as volatility and changes in interest. Derivative transactions are entered into to hedge other positions or
transactions,

Futures contracts provide for the delayed delivery or purchase of securities at a specified future date at a
specified price or yield. Options on futures contracts are contracts that allow the owner of the option to
purchase or sell the underlying futures contract at a specified price and within a specified period of time.
Both futures contracts and options on futures contracts are executed on an exchange. The credit risk of
exchange-traded financial instruments is reduced by the regulatory requirements of the individual
exchanges. Cash settlement on futures contracts is made on a daily basis for market movements. The
clearing organization acts as the counterparty to specific transactions and bears the risk of delivery to
and from counterparties to specific positions. During the year ended December 31, 2006, the Company
had an average notional amount of $42,500,000 of derivative contracts,

The average notional amounts for the year were computed using month-end derivative positions.
Management of the Company believes that these amounts are representative of the average holdings
during the year.

The Company has sold securities that it does not currently own and is therefore obligated to purchase
such securities at a future date. The Company has recorded these obligations in the Statement of
Financial Condition at December 31, 2006, at the market values of the related securities and will incur a
loss if the market value of the securities increases subsequent to December 31, 2006,

NET CAPITAL REQUIREMENTS

The Company, as a registered broker-dealer, is subject to the Uniform Net Capital Rule (“Rule 15¢3-1")
under the Securities Exchange Act of 1934 and is required to maintain “minimum net capital” equivalent
to the greater of $100,000 or 6-2/3% of “aggregate indebtedness,” as these terms are defined.

At December 31, 2006, the Company had net capital, as defined, of $2,146,246, which was §1,966,085
in excess of its required net capital of $180,161. The Company’s ratio of aggregate indebtedness to net
capital was 1.26 to 1.

RELATED PARTIES

The Company derives most of its revenues from the underwriting of debt instruments of corporate and
agency issuers. A subsidiary of one of the corporate issuers is a unit holder of the Parent.

An affiliate of one of the Parent’s unit holders has signed a marketing agreement with the Company
wherein the affiliate receives a specified percentage of fees as defined in the agreement from the
underwriting of debt of certain issuers. The marketing agreement was in effect as of December 31, 2006,
and expires on March 31, 2008. The unpaid fees as of December 31, 2006, were $1,123,142 and are
included in “Payable to Related-Party” on the Statement of Financial Condition.

This affiliate of the Parent’s unit holder also participated as a selling agent in the underwritings of all
corporate issuers.




COMMITMENTS AND CONTINGENCIES

The nature of the Company’s business subjects it to lawsuits, arbitrations, claims and other legal
proceedings. Management cannot predict with certainty the outcome of pending legal proceedings. A
substantial adverse judgment or other resolution regarding the proceedings could have a material adverse
effect on the Company’s financial condition. However, in the opinion of management, the Company has
adequate legal defenses with respect to the legal proceedings to which it is a defendant or respondent
and the outcome of these pending proceedings is not likely to have a material adverse effect on the
financial condition of the Company.

* ok ok ok ok ok




Deloitte.

111 8. Wacker Drive
Chicago, IL 60606
USA

. Tel: +1 312 486 1000

February 21, 2007 Fax: +1 312 486 1486

www.deloitte.com

Executive Board and Member
Incapital LLC

® One North LaSalle Street
Suite 3500
Chicago, IL 60602

Dear Executive Board and Member of Incapital LLC:

® In planning and performing our audit of the financial statements of Incapital LLC (the “Company”) as
of and for the year ended December 31, 2006 (on which we issued our report dated February 21,
2007), in accordance with auditing standards generally accepted in the United States of America, we
considered the Company’s internal control over financial reporting (internal control) as a basis for
designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Company’s

@ internal control. Accordingly, we do not express an opinion on the effectiveness of the Company’s
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC”), we
have made a study of the practices and procedures (including tests of compliance with such practices
and procedures) followed by the Company that we considered relevant to the objectives stated in

@ Rule 17a-5(g) in making the periodic computations of aggregate indebtedness and net capital under
Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. We
did not review the practices and procedures followed by the Company in making the quarterly
securities examinations, counts, verifications and comparisons, and the recordation of differences
required by Rule 17a-13 or in complying with the requirements for prompt payment for securities
under Section 8 of Regulation T of the Board of Governors of the Federal Reserve System, because

e the Company does not carry security accounts for customers or perform custodial functions relating to
customer securities.

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
® of controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition, and that transactions
are exccuted in accordance with management’s authorization and recorded properly to permit
@ preparation of financial statements in conformity with generally accepted accounting principles.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future

@ periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

. Member of
Deloitte Touche Tohmatsu




A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures, as described in the second paragraph of this report, were adequate at December 31, 2006,
to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the NASD, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered broker-dealers, and is not intended to be and
should not be used by anyone other than these specified parties.

Yours truly,




